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COMMOYWEALTH OF KENTUCKY 

BEFORE THE ENERGY REGULATORY COMMISSION 
* * * * *  

In t h e  Matter of 

ADJUSTMENT OF RATES OF L I C K I N G  VALLEY ) 
RURAL ELECTRIC COOPERATIVE CORPORATION ) 
TO PROVIDE ADEQUATE REVENUES FOR ITS ) 
OPERATIONS 1 

AND 1 

FURTHER ADJUSTMENT OF RATES TO FWW 1 
THROUGH PROPOSED INCREASED WHOLESALE ) 
POWER CHARGES OF EAST KENTUCKY POWER ) 
COOPERATIVE 1 

CASE NO. 7591 

O R D E R  

On September 27, 1979, L i c k i n g  V a l l e y  Rural E l e c t r i c  Coopera- 

t i v e  C o r p o r a t i o n  ( A p p l i c a n t )  f i l e d  a n  A p p l i c a t i o n  w i t h  t h e  Energy  

R e g u l a t o r y  Commission r e q u e s t i n g  a n  i n c r e a s e  i n  t h e  basic rates 

c h a r g e d  member-consumers f o r  e lectr ic  s e r v i c e .  F o l l o w i n g  t h e  Com- 

m i s s i o n ' s  O r d e r  N o .  7399 dated October 1, 1979,which  a u t h o r i z e d  t h e  

Applicant t o  p a s s - t h r o u g h  t o  its consumers  t h e  i n c r e a s e d  costs  of 

p u r c h a s e d  power from i ts  s u p p l i e r ,  E a s t  Kentucky Power Cooperative,  

I n c . ,  t h e  A p p l i c a n t  f i l e d  a n  amended Application a n d  r e v i s e d  p r o p o s e d  

ra tes  dated November 2 9 ,  1979 ,  which r e f l e c t e d  t h e  i n c r e a s e d  ra tes  

g r a n t e d  i n  t h a t  C a s e .  The  Commission r e c o g n i z e s  t h e  impac t  of t h e  

p a s s - t h r o u g h  o n  o p e r a t i o n s , a n d  t h e  ra tes  a n d  charges se t  o u t  i n  

Appendix " A "  of t h i s  O r d e r  fu1l .y  ref lect  t h e  pas s - th rouEh  a6 

approved  i n  Case N o .  7399. 

The proposed i n c r e a s e  i n  basic r a t e s ,  i r r e s p e c t i v e  of t h e  

i n c r e a s e  g r a n t e d  i n  C a s e  N o .  7399,  would p r o d u c e  a n  increase i n  

a n n u a l  r e v e n u e s  t o  t h e  A p p l i c a n t  of $385,029, or  an increase i n  

a d j u s t e d  a n n u a l  r e v e n u e  of a p p r o x i m a t e l y  7.6%. A p p l i c a n t  s ta ted  

t h a t  t h e  increase w a s  n e c e s s a r y  t o  g i v e  L i c k i n g  V a l l e y  s u f f i c i e n t  

income t o  ca r ry  o n  i.ts opera t ions  i n  t h e  p r o v i s i o n  of s a f e  a n d  

re l iable  e lec t r ic  s e r v i c e  and to m c e t  the l o a n  r e q u i r c m e n t s  of its 

p r i n c i p a l  l e n d i n g  a g e n c i e s .  



By Order dated November 30, 1979, t h e  Commission set a p u b l i c  

h e a r i n g  on  t h i s  matter f o r J a n u a r y  7 ,  1980 a n d  d i r e c t e d  t h e  A p p l i c a n t  

t o  publish i t s  p roposed  rates and  no t i ce  of such hear ing;  as pre- 

scribed by Kentucky l a w  and  t h e  r u l e s  of t h i s  Commission. 

The hearing was h e l d  as scheduled, with one i n t e r v e n o r ,  t h e  

O f f i c e  of t h e  A t t o r n e y  G e n e r a l ' s  D i v i s i o n  of Consumer P r o t e c t i o n ,  

b e i n g  present. F o l l o w i n g  t h e  A p p l i c a n t ' s  r e s p o n s e  t o  r e q u e s t s  f o r  

i n f o r m a t i o n  made a t  t h e  h e a r i n g ,  which w a s  f i l e d  J a n u a r y  1 4 ,  1980, 

t h e  matter was s u b m i t t e d  t o  t h e  Commission f o r  f i n a l  d e t e r m i n a t i o n .  

C o n c u r r e n t  w i t h  t h e  o r i g i n a l  A p p l i c a t i o n ,  L i c k i n g  V a l l e y  

f i l e d  a Motion r e q u e s t i n g  a p p r o v a l  t o  p l a c e  t h e  p r o p o s e d  rates i n t o  

e f f e c t  o n  an emergency basis .  A p p l i c a n t  r e a f f i r m e d  t h e  n e c e s s i t y  

for a n  emergency increase i n  t h e  h e a r i n g  of J a n u a r y  7 ,  1980 and 

moreover  p r o v i d e d  e v i d e n c e  t o  j u s t i f y  t h a t  i n  t h e  a b s e n c e  of imme- 

d ia t e  relief its o p e r a t i o n s  a n d  credit would be m a t e r i a l l y  i m p a i r e d .  

The Commission has t a k e n  n o t i c e  of t h i s  r e q u e s t  a n d  t h e  

A p p l i c a n t ' s  o v e r a l l  u n s a t i s f a c t c r y  cash p o s i t i o n .  T h e r e f o r e ,  in 

l i e u  of g r a n t i n g  ra tes  on an emergency b a s i s ,  t h e  Commission has 

made spec ia l  e f f o r t  t o  d e t e r m i n e  t h e  permanent  f i n a n c i a l  n e e d s  of 

t h e  A p p l i c a n t  w i t h i n  t h i r t y  d a y s  of t h e  d a t e  t h e  matter was sub- 

m i t t e d  and thus is i s s u i n g  a f i n a l  O r d e r  i n  t h i s  C a s e .  

Licking V a l l e y  R u r a l  E l e c t r i c  C o o p e r a t i v e  C o r p o r a t i o n  p r o v i d e s  

electric s e r v i c e  t o  a p p r o x i m a t e l y  1 0 , 7 7 2  member-consumers i n  Yorgan,  

Wolfe ,  Magof f in ,  and  B r e a t h i t t  C o u n t i e s  i n  E a s t e r n  Kentucky.  I t s  

sole s u p p l i e r  of electric e n e r g y  is E a s t  Kentucky Power C o o p e r a t i v e ,  

I n c .  

TEST PERIOD 

The C o m m i s s i o n  h a s  a c c c p t c d  t h e  A p p l j c a n t ' s  proposed test 

period, t h e  twelve months  ending June 30, 1979, for the p u r p o s e  of 

d e t e r m i n i n g  t h e  reasonableness of t h e  p r o p o s e d  ra tes  and  c h a r g e s .  

VALUATION METHODS 

Net Inves tmen t  

The C O I I W I I . S ~ ~ O ~  has a c c e p t e d  t h e  A p p l i c a n t ' s  p r o p o s e d  N e t  

I nves tmen t  R a t e  B a s e  of $8,435,136"' w i t h  t h r e e  exceptions. In 

~~ 

( l ) ~ p p l i c a n t ' s  page 9 ~ .  
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a c c o r d a n c e  w i t h  p a s t  p o l i c y ,  t h e  C o m m i s s i o n  h a s  computed t h e  Allowance 

fo r  Cash Working C a p i t a l  t o  be o n e - e i g h t h  of a d j u s t e d  o p e r a t i o n  and 

m a i n t e n a n c e  e x p e n s e s  less t h e  cost of p u r c h a s e d  power.  T h e r e f o r e ,  

as t h e  Commission has n o t * a c c e p t e d  a l l  of t h e  A p p l i c a n t ' s  proposed 

a d j u s t m e n b t o  o p e r a t i o n  a n d  m a i n t e n a n c e  e x p e n s e s ,  wh ich  is f u r t h e r  

e x p l a i n e d  i n  a s u b s e q u e n t  s e c t i o n  of t h i s  O r d e r ,  t h e  proposed working 

capi ta l  a l l o w a n c e  has been  r e d u c e d  by $3,949 t o  $123,832. (2 )  Moreover, 

t h e  Commission has r e d u c e d  Materials a n d s u p p l i e s  by $15,460 (3) t o  

$270,638 t o  allow o n l y  t h e  balance i n  mater ia ls  and  s u p p l i e s  r e l a t e d  

t o  u t i l i t y  operat ions.  Finally, t h e  Commission has r e d u c e d  t h e  pro- 

posed r a t e  base by t h e  balance i n  Cus tomer  Advances f o r  C o n s t r u c t i o n  

of $96,290.(4) 

T h e r e f o r e ,  t h e  Commission f i n d s  f r o m  t h e  r e c o r d ' t h a t  t h e  

A p p l i c a n t ' s  Net Investment Rate Base a t  t h e  end  of t h e  tes t  p e r i o d  

is as follows: 

U t i l i t y  P l a n t  i n  Service 
C o n s t r u c t i o n  Work i n  Progress 

T o t a l  U t i l i t y  P l a n t  

$10,564.001 
215,728 

$10,779,729 

Add : 
Materials & S u p p l i e s  - Electric $ 255,178 
Prepaymen t s  8 2 , 1 1 3  
Al lowance  f o r  Cash Working Capi ta l  1 2 3  832  

Subto ta l  $ 461 9 123 

L e s s  : 
Accumulated P r o v i s i o n  f o r  Depre- 

c l a t i o n  $ 2.825.125 . ,  
Customer Advances for C o n s t r u c t i o n  

S u b t o t  a1 
N e t  I n v e s t m e n t  R a t e  B a s e  

Capital S t r u c t u r e  

The Commission h a s  a c c e p t e d  t h e  A p p l i c a n t ' s  proposed capi ta l  

s t r u c t u r e  at J u n e  30, 1 9 7 9  as follows: 

Memberships 
P a t r o n a g e  Capi t a1 
Other Margins & Equjtlors 
Lonu-Terrn Dobt 

S u b t o t a l  

$ 1 2 8 , 2 9 0  
3,4Gt3,1O4 

11.301 
5,824 ; 168 

'$ 9,432,8633 
Less: Generatina & Tranem~s~ion 

Cnpltal C r e d i t s  
Cap it a1 Structure 

~~~ ~~~~~~ ~~~~ 

(2)$990,659 x .125 = $123,832. 
(3)Response to Staff Reques t  No. 3, F i l e d  1/15/50. 

14)Test imony of w i t n e s s ,  Joe P a y n e ,  CPA, H e a r i n g  da te  1/7/80, 
( 5 ) A p p l i c a n t ' s  p a g e  9 A .  
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The Commission in a c c o r d a n c e  w i t h  t h e  A p p l i c a n t ' s  proposal 

h a s  e l i m i n a t e d  t h e  p o r t i o n  of P a t r o n a g e  C a p i t a l  Cer t i f ica tes  

a l l o c a t e d  f r o m  g e n e r a t i n g  a n d  t r a n s m i s s i o n  c o o p e r a t i v e s  as t h e s e  

are noncash a s s i g n m e n t s  and  are u s e d  e x c l u s i v e l y  f o r  r e i n v e s t m e n t  

i n  i ts power s u p p l i e r ,  E a s t  Kentucky Power C o o p e r a t i v e ,  I n c .  

No o t h e r  methods of v a l u a t i o n  w e r e  i n c l u d e d  i n  t h e  e v i d e n c e  

of r e c o r d .  IIowever, t h e  C o m m i s s i o n  h a s  g i v e n  due  c o n s i d e r a t i o n  t o  

a l l  e l e m e n t s  of v a l u e  i n  o r d e r  t o  d e t e r m i n e  t h e  reasonableness of 

t h e  m a t t e r  h e r e i n .  The rates of r e t u r n  found r e a s o n a b l e  on t h e  

above-mentioned v a l u a t i o n  methods w i l l  p r o v i d e  L i c k i n g  V a l l e y  with 

s u f f i c i e n t  revenues  t o  meet t h e  mor tgage  r e q u i r e m e n t s  of its 

principal l end ing  agents. 

REVENUES AND EXPENSES 

L i c k i n g  V a l l e y  p roposed  s e v e r a l  pro forma a d j u s t m e n t s  t o  

t h e i r  O p e r a t i n g  S t a t e m e n t  t o  more c l ea r ly  r e f l e c t  c u r r e n t  o p e r a t i n g  

c o n d i t i o n s .  (6) 

r a t e -mak ing  p u r p o s e s  w i t h  t h e  f o l l o w i n g  e x c e p t i o n s :  

The C o m m i s s i o n  h a s  a c c e p t e d  t h e s e  a d j u s t m e n t s  f o r  

(1) A p p l i c a n t  o r i g i n a l l y  p roposed  t o  a d j u s t  wage e x p e n s e s  

by $46,183 to r e f l e c t  increases i n c u r r e d  d u r i n g  t h e  test  p e r i o d .  

S u b s e q u e n t l y  i n  r e s p o n s e  t o  a s t a f f  r e q u e s t ,  which q u e n t i o n e d  t h e  

l og ic  i n v o l v e d  i n  c a l c u l a t i n g  t h e  a d j u s t m e n t ,  t h e  A p p l i c a n t  r e d u c e d  

t h i s  a d j u s t m e n t  by $31, 587(7 )  making t h e  a d j u s t m e n t  t o  wages $14,596, 

which t h e  Commission f i n d s  is r e a s o n a b l e .  

( 2 )  Moreover, as  t h e  proposed a d j u s t m e n t  t o  P a y r o l l  Taxes  

of $3,385 w a s  r e l a t e d  t o  t h e  o r i g i n a l  c a l c u l a t i o n  of t h e  wage 

increase, t h e  A p p l i c a n t  reduced t h i s  a d j u s t m e n t  by $2 ,315(8) making 

t h e  a d j u s t m e n t  $ 1 , 0 7 O , t h e  amount a p p l i c a b l e  t o  t h e  wage a d j u s t m e n t  

Pound reasonable above. 

(3) A p p l i c a n t  f u r t h e r  proposed  t o  a d j u s t  p r o p e r t y  taxes by 

$5,917. T h i s  e s t i m a t e d  a d j u s t m e n t  is b a s e d  o n  p r o p e r t y  b a l a n c e s  

at December 31, 1978 and  a s  s u c h , n o r m a l l z e d  t h e  p r o p e r t y  t a x  

( 6 ) A p p l i c a n t ' s  page  4 (1 of 2 )  and page 4 A .  

(7)Response t o  S t a f f  Reques t  No. 2 ,  F i l e d  J a n u a r y  7 ,  1980. 
(8)Response  t o  S t a f f  Reques t  N o .  2 ,  Fjled J a n u a r y  7 ,  1880. 
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e x p e n s e s  a t  a f i g u r e  of $60,582. As t h e  p r o p e r t y  t a x e s  expensed  

d u r i n g ; t h e  tes t  period of $65,000 ('*) were greater t h a n  t h e  es t i -  

m a t e d  i ' i g u r e ,  t h e  Commission f i n d s  t h a t  n o  a d j u s t m e n t  is n e c e s s a r y .  

T h e r e f o r e ,  A p p l i c a n t ' s  t e s t -pe r iod  o p e r a t i o n s  are a d j u s t e d  

as follows: 

A c t u a l  A d j u s t m e n t s  A d j u s t e d  

Opera t ing  Revenues $4,593,213 $463 ,511  $ 5 , 0 5 6 , 7 2 4  
O p e r a t i n g  Expenses  4,356,237 487,070 4,843,307 

N e t  O p e r a t i n g  Marg ins  $ 2 3 6 , 9 7 6  $(23,559) $ 213,417 
O t h e r  Income ( D e d u c t i o n s )  Net $ (189,469) $ ( 3 6  689) 
N e t  Margins $ 4 7 , 5 0 7 (  10 )  'm.) $*%; 

RATE OF RETURN 

The Commission is of t h e  o p i n i o n  t h a t  t h e  a d j u s t e d  rate of' 

r e t u r n  on A p p l i c a n t ' s  N e t  I n v e s t m e n t  R a t e  B a s e  of 2 .57% (11) is 

c l e a r l y  d e f i c i e n t  and u n r e a s o n a b l e .  

The Commission is of t h e  o p i n i o n  t h a t  a fair, j u s t ,  a n d  

r e a s o n a b l e  ra te  of r e t u r n  is 6.86% i n  t h a t  it w i l l  a l l o w  L i c k i n g  

V a l l e y  R u r a l  E l e c t r i c  Cooperat ive Corporation t o  pay  i t s  o p e r a t i n g  

expenses and service its debt .  To a c h i e v e  t h e s e  e a r n i n g s ,  A p p l i c a n t  

is e n t i t l e d  t o  i n c r e a s e  its electr ic  ra tes  t o  generate a d d i t i o n a l  

a n n u a l  r evenues  of $357,707. (12) 

RATE DESIGN 

L i c k i n g  Valley p r o p o s e d  t o  c h a n g e  i t s  r a t e  s t r u c t u r e  from 

a minimum b i l l  d e c l i n i n g  b l o c k  s t r u c t u r e  t o  a c u s t o m e r  c h a r g e  w i t h  

a f l a t  e n e r g y  u s a g e  ra te .  As t h e  Commission f i n d s  t h a t  t h i s  r e f l e c t s  

a move t o w a r d  t h e  r a t e - m a k i n g  s t a n d a r d s  c o n t a i n e d  i n  t h e  N a t i o n a l  

Energy  A c t ,  more s p e c i f i c a l l y ,  t h e  P u b l i c  U t i l i t y  Regulatory Policies 

A c t  of 1978 (PURPA), and  t h a t  i t  e n c o u r a g e s  e n e r g y  c o n s e r v a t i o n ,  t h e  

p r o p o s e d  change h a s  been  i n c o r p o r a t e d  in Appendix " A " .  

SUMMARY 

The Commission, a f t e r  c o n s i d e r i n g  a l l  t h e  e v i d e n c e  of record 

and  b e i n g  f u l l y  a d v i s e d ,  is of t h e  op in ion  and  so  FINDS: 

~ ~~~~ 

("Response to Staff Request No. 2 ,  filed J a n u a r y  7 ,  1980. 
( l O ) A p p l i c a n t ' s  Page  3 A .  
(11)$213,417 t $8,319,437 = 2.57% 

(12)$8 ,319 ,437 x 6.86% = $571,124 - $213 ,417  = $ 3 5 7 , 7 0 7 .  
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(1) Tha t  a f a i r ,  j u s t ,  and  r e a s o n a b l e  ra te  of r e t u r n  is 

6 .86% and t h a t  t o  a c h i e v e  these e a r n i n g s  Applicant is e n t i t l e d  t o  

increase its e lec t r ic  rates and charges t o  generate a d d i t i o n a l  

annual r e v e n u e s  of $ 3 5 7 , 7 0 7 .  

( 2 )  Tha t  the ra tes  and charges set  o u t  i n  Appendix "A" 

attached hereto and n a d e  a p a r t  hereof will produce  gross  a n n u a l  

r e v e n u e s  I n  t h e  amount of a p p r o x i m a t e l y  $5,414,431 and are t h e  

f a i r ,  j u s t ,  and reasonable ra tes  f o r  t h e  A p p l i c a n t  t o  c h a r g e  fo r  

e lectr ic  s e r v i c e  i n  t h a t  they w i l l  p r o d u c e  r e v e n u e s  s u f f i c i e n t  

t o  permit  it t o  pay its o p e r a t i n g  e x p e n s e s  and service its debt .  

( 3 )  T h a t  the rates proposed  by t h e  A p p l i c a n t  i n  t h i s  Case 

are u n f a i r ,  u n j u s t ,  and  u n r e a s o n a b l e  i n  t h a t  they p r o d u c e  gross 

a n n u a l  r e v e n u e s  i n  excess of $5,414,431 and s h o u l d  b e  d e n i e d .  

IT IS THEREFORE ORDERED, t h a t  t h e  rates s o u g h t  by Licking 

V a l l e y  R u r a l  Electr ic  C o o p e r a t i v e  C o r p o r a t i o n  i n  this C a s e  be and 

t h e  same are h e r e b y  d e n i e d .  

I T  I s  FURTHER ORDERED, t h a t  the rates set  o u t  i n  attached 

Appendix llA" are he reby  approved  for electr ic  service r e n d e r e d  

by L i c k i n g  V a l l e y  R u r a l  Electric Cooperative C o r p o r a t i o n  o n  and 

a f t e r  t h e  date of t h i s  O r d e r .  

I T  IS FURTHER ORDERED, t h a t  the A p p l i c a n t  s h a l l  f i l e  w i t h  

t h i s  Commission w i t h i n  t h i r t y  (30) days from t h e  d a t e  of t h i s  

Order its revised tariff sheets s e t t i n g  o u t  t h e  rates approved  

h e r e i n .  

Done at F r a n k f o r t ,  Kentucky,  t h i s  t h e  19 th  day of February, 1980. 

ENERG Gx. R 3ULATORY COMMISSION 

ATTEST: 

Bocretary 
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APPENDIX "A" 

The f o l l o w i n g  rates and c h a r g e s  are p r e s c r i b e d  f o r  t h e  

cus tomers  i n  t h e  area s e r v e d  by Licking V a l l e y  R u r a l  Electric 

C o o p e r a t i v e  C o r p o r a t i o n .  A l l  o t h e r  rates and  charges n o t  s p e c i -  

f i c a l l y  men t ioned  h e r e i n  s h a l l  r ema in  t h e  same as t h o s e  i n  e f f e c t  

u n d e r  a u t h o r i t y  of t h e  C o m m i s s i o n  p r i o r  t o  t h e  date of this Order, 

RATES: Monthly 

S c h e d u l e  A,  E and B-2* 

Cus tomer  Charge 
All KWH 

Schedule B, 50 hW or less* 

Customer Charge 
A l l  KWH 

$ 4.25 
.0369 

$10.00 
.0438 

A demand c h a r g e  of $2.95 per  h7V in e x c e s s  of 10 KW of b i l l i n g  demand. 

S c h e d u l e  B-l* 

Customer Charge  
A l l  KWH 

$10.00 
,0341 

A demand charge of $2.95 per i n  excess of I O  KW of billing demand. 

S c h e d u l e  Lp - Large Power S e r v i c e *  

Cus tomer  Charge  
All KWH 

A demand charge of $2.95 per 1%. 

S c h e d u l e  LPR - L a r g e  Power Rate* 

Customer Charge  
A l l  KWH 

$40.00 
.0323 

I 
I 

i 

' I  

$80.00 
-0256 

A demand charge of $2.95 per KW. 

S c h e d u l e  SL - S e c u r i t y  Lights* 

175 Watt Mercury Vapor (70 KWH per lamp) $ 4 .93  

*The monthly k i l o w a t t  h o u r  u s a g e  s h a l l  be s u b j e c t  to plus or m i n u s  
an adjustment per KWH determined in a c c o r d a n c e  w i t h  t h e  " F u e l  
A d  j u s t m e n  t C l a u s e .  ' I  


